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COMPTROL. ..:1t GENERAL OF THE UNITED STATES O bl B AN
WASHINGTON, D.C. 20548

April 9, 1971

Dear Dick:

Confirming our telephone conversation this afternoon, I am
enclosing a copy of a letter from Senator McIntyre which is self-
explanatory.

Members of our staff met with Mr. Eberhardt Rechtin, Principal
Deputy Director, Defense Research and Engineering, to obtain back-
ground on the statement presented by Dr. Foster in his testimony
before the Senate Armed Services Committee. We are arranging to
obtain a copy of the DOD study.

Mr. Rechti to 1 information which he had |
STAT obtained from and has been contacted by STAT
Harold Rubin of our staff.

A study of the type requested by Senator Mclntyre is of course
not the first of such efforts but it is a very difficult one. We
would appreciate very much your cooperation and designation of an
individual with whom we can work.

Needless to say, staff of this Office assigned to the study
will have the necessary security clearance.

Best wishes.

Elmer B. Staats

Enclosure

The Honorable Richard Helms, Director
Central Intelligence Agency
Washington, D.C., 20505
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The Honorable Elmer B. Staats
Comptrollexr General of the United States
General Accounting Office Building
Washington, D.C.

{ Dear Mr. Steaats:

In recent testimony to the Senate Armed SerV1ces Committee,
Dr. John S. Foster, Jr., Director of Defense Research and
Engineering, warned of the existence of a $3 billion gap between
‘U.8.. and U.8.8.R. expenditure levels for defense- relaued research
and’ devebqgﬂent° -

® . . . it appears that this year the Soviet Union
will be devoting about 40 to 50 per cent more in
. equivalent effort to military R&D than the U.S.
This additional effort amounts to about 3 billion
in equivalent U.S. dollars." (Statement of March 18,
1971, p. 2-5) ‘ i '

The clear inference to be drawn from this statement is that
U.s. expenditures of about $7 villion for mnlltary R&D are now _
exceeded by Soviet expenditures of about $10 bllllon annually. .

Such a2 statement has obvious national security implications.
Because it is important that we neither underestimate nor magnify
Soviet expenditurés in this area, I am writing to request your
assistance in evaluating both the data and the methodology on %hich
the Defense Department s conclusion is based.

How was the conclusion reached? How much confidence should be
aced in this or any other study which attempts to compare U.S.
P}d Soviet expenditure levels for military R&D? A study by the
General Accounting office is the best means I can think of for
obtaining at least tentative answers *to these questions.

Approved For Release 2005/08/03 : CIA-RDP80B01495R000100150016-1



A‘ppr:oved For Relgase 2005/08/03 : CIA-RDP80B01495RQ@9100150016-1
Mr. Staats. E :

" page 2
~The study I envisage would have four parts:‘

.b 1) Dollar evaluation of U.3. research and dévelopment
expenditures: -

Defense-related research and development expenditures consti-
tute only a part of our total R&D expenditures as a nation, yet °
expenditures in other areas also contribute to differing degrees
both to the strength of our overall technological base and to
our military potential. It is important, therefore, that there be
made avallable to the Congress a comprehensive picture of our total
R&D effort as a nation, together with an indication of its allocation
into component parts. Because of their close relationship to mili-
tary technology, I am especially interested in the amount of money
- being directed annually to the fields of space and atomic energy
research, both by the government and private industry.

Moreover, not all of our clearly defense-related researci. and
development expenditures are funded through the annual R.D.T.&E.
budget of the Department of Defense. The following should also
be included in an accurate assessment of our totel annual expendi-
tures in this field: - :

a) the annual costs of defense contractors' independent
research and development, bid and proposal,-and other technical
effort programs, both that fraction financed directly by the
Department of Defense and thal defense-related fraction financed
by the contractors themselves under cost-sharing provisions now ‘
in force; . ' .

b)  the annual salaries of military and civilian govern-
ment personnel working on defense-related research and developnent
efforts whose salaries are not included in the R.D.T.&E. appro-
priation; : ) .

¢) the annual construction, equipment, testing, and other
operating costs of defense-related research and development instal-
lations to the extent not funded in the R.D.T.&E. appropriation; and

d) defense-related costs of an R&D naturé offten funded
in the procurement or other appropriations, such as the costs of
many modernization programs, work done pursuant to Engineering
Change Proposals, and many Advance Production Engineering expenditures.

‘The above list is, of course, illustrative rather than all-
Anclusive. Other costs which should be included in a calculation of .
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our total defense-related R&D expenditures might well turn up

- during the course of your study. It is important, hovever, that
the Congress be given as accurate a picture of these expenditures
as possible, together with a clear indication as to which of the
component Iitems, and at what levels of expenditure, have been
included in the Defense Department's study and your owm, respectively.

2) BRuble evaluation of Soviet research and development
expenditures:

Due.to the extreme secrecy surrounding Soviet defense acti-
- vities and the low reliability of officially published Soviet
~ data, it would seen extremely difficult to gauge the precise
magnitude of Soviet research and development activities at any
time. If the Congress is to putl any reliance on the Defense
Department's estimates in this area, it will have to have & clear
Indication of how these estimates are derived. ‘
The following are among the questions to which answers are
urgencly needed and should be possible: '
' a2} Vhat are the Defense Department's estimates of
overall Soviet research and development expenditures, Soviet
expenditures on defense-related R&D, and Soviet expenditures on
R&D in the fields of space and atomic energy?« - - '

b) Where in the official Soviet budget categories are
these expenditures believed to be funded?-

c) To what extent are Defense Depariment estimates of
these expenditures actually based upon published Soviet budget
data, and to what extent on other means of what kinds?

d) What range of error can realistically be expected
- to be associated with these estimates?
e) To what extent has the Defense Department attempted a
break-out of its aggregate estimate of Soviet defense-related RD
expenditures into component parts? What is the nature of this
break-out, how was it accomplisheéd, and’ how reliable can it be
expected to be?

3) Evaluation of potential biases due to structural differences
between the U.S. and Soviet economies: :

Qurs is a largely private enterprise econony, while the Soviet
econony is state-controlled. Consequantly, many types of resecarch
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and development privately financed in the U.S. will be financed
directly by the Soviet government.

In the U.S., for example, the great bulk of basic and applied
research in such fields as computers, instrumentation, and micro-
electronic technology is conducted by private enterprise. Much of
this research has obvious potential for military applications yet
except for the relatively small portion financed under defense
contracts or associated with the Defense Department's independent

.. research and development and related programs, it would not be
included normally in a calculation of overall U.S. defense-related -
R&D expenditures, In the Soviet Union, on the other hand, similar
research will be government funded and might more readlly be 1ncluded
1n a caleculation of Soviet expenditures.

One 1~nortant part of your study mlgnt be to examine o
composition underlying the aggregate Defense Department estimutes
of U.S. and Soviet defense-related expenditures, respectively, to
~ensure that structural differences in the two economies are not
alloved to bias the resulis. An accurate comparison would require
additions to the U.S. total to offset all inclusions in the
Soviet total of defense-related work funded by the Covernment in
the Soviet Union but by prlvate 1ndustrf in. the United States.

L) Evaluatlon of ruble to do]War conver51on mpthodolocy

One of the most crucial aspects of any comparison between
Soviet and U.S. expenditures is the choice of an exchange rate for:*
translating rubles into dollars. The artificial nature of the
official exchange rate prevents its being used, but the choice
of an alternative rate is difficult.

This sectlon of your study might address the follom_nfr
questions: .
a) What was the exchange rate used by the Defense
Department in i%s calculations, and by what precise methodology
was this rate der1ved9 . :

b) 1Is there any way of deriving such a rate without,
in.effect, estimating directly hovw much it would cost to do in the
‘United States the Soviet work which is being costed? Do we know
enough about the precise nature of the Soviet work in question to

- be able to make such a calculation? ‘If such a procedure was ”
~utilized by the Defense Department with respect to the present
comparison, wnat different rates were chosen for the different
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categories of Soviet effort underlying the total, and how';aé the
rate for each of these categories derived?

"e¢) What range of error can realistically be expected to
be associated with the exchange rate chosen by the Defense Department?

I fully recognize the complexity of the study I am requesting
" you to make, but I would appreciate an interim report on your investi-
gation by June 1, 1971. It should be possible within the next two -
 months at least to identify the rough magnitude of overall U.S.
expenditures for defense-related R&D and to determine the data
and methodolozy used by the Defense Department in calculating
comparable Soviet expenditures. Due to the sensitive nature of some
of the informabion on which your study will have to be based, I
vould like to receive both a classified and an unclassified version
of yzur interim report. When that report is received, consideration
a5 o the practicality and advisability of a more detailed, ir-Zlepth
study of the Defense Department's comparisons of U.S. and Sovies
efforts will be in order.

.Your cooperation in undertaking at least the injitial phases
of the investigation I have outlined would be deeply appreciated.
My staff will be available to consult with personnel of your office
as to any gquestions you may have, .

Sineerely, /? y
P i & Y g

o ;Z/ R STIRIE (AR Y.
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Thomas J. Mcfntyre o
United Statés Senator ¢

TIM:RHS
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